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*ALSO ADMITTED IN CA

Ms Sharla Dillon : Via Hand Delivery
Docket Room Manager

Tennessee Regulatory Authority | O 5 —00 / 7 5

460 James Robertson Parkway
Nashville, TN 37243-0505

Re Petition of Lynwood Utility Corporation for Approval of and Authority to Borrow
Up to $1,000,000 to Repay Short Term Indebtedness Pursuant to T C.A § 65-4-
109
Dear Sharla:

I have enclosed for filing an original and fourteen copies of a Petition of Lynwood Utihity
Corporation for Approval of and Authority to Borrow Up to $1,000,000 to Repay Short Term
Indebtedness Pursuant to T.C.A § 65-4-109 along with a check for $25 00 for the filing fee.

I have enclosed an extra copy of the Petition which I would appreciate your returning to

me stamped filed. Thank you for your assistance in this matter

Sincerely yours,

Winaid 4 efel

DONALD L. SCHOLES

Enclosures
c: Tyler Ring
Jum Ford
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

Nashville, Tennessee

Inre: PETITION OF LYNWOOD UTILITY
CORPORATION FOR APPROVAL OF
AND AUTHORITY TO BORROW UP
TO $1,000,000 TO REPAY SHORT
TERM INDEBTEDNESS PURSUANT TO
T.C.A. § 65-4-109

Docket No.

S N N s N “mar

PETITION

Comes now Lynwood Utility Corporation (Lynwood) and files this Petition for approval
of and authority to borrow up to $1,000,000 to repay short term indebtedness pursuant to T.C A
§ 65-4-109 In support of 1ts Petition, Lynwood states as follows:

1 Lynwood Utility Corporation provides sewer service in Williamson County,
Tennessee pursuant to a certificate of public convenience and necessity 1ssued originally to
Lynwood Utility Company on June 14, 1976. Lynwood provides sewer service to approximately
725 customers.

2. On January 1, 2003, Lynwood entered into a Promissory Note with Tenn
Contractors, Inc for a line of credit in an amount up to $1,250,000 with a maturity date of six
months to provide short term financing for improvements to Lynwood’s sewage treatment plant.
Lynwood needed these funds to begin the immediate construction of upgrades to its plant
required by an Order Granting Temporary Injunction 1ssued by the Davidson County Chancery
Court which enjoined Lynwood from continuing to operate 1ts plant in violation of its NPDES
permit 1ssued by the Tennessee Department of Environment and Conservation (TDEC). A copy
of this Order Granting Temporary Injunction 1s attached as Exhibit 1 to this Petttion This Order

was entered 1n an action which had been filed against Lynwood by TDEC on May 23, 2002 for
{002789\05319\00035109 DOC / Ver 1}



violations by Lynwood of 1ts NPDES permit 1n operating its sewage treatment plant. A copy of
the Verified Complaint filed agamst Lynwood 1s attached as Exhibut 2 to this Petition.

3. Lynwood has borrowed $980,000 from this line of credit from Tenn Contractors,
Inc to complete the upgrades to 1ts sewage treatment plant to bring the plant into compliance
with 1ts NPDES permut and with the rules and regulations of TDEC. The original Promissory
Note which matured on June 30, 2003 has been renewed for successive six month renewal
periods to finance these upgrades. The current six month Promissory Note matures on June 30,
2005.

4. Lynwood has made no principal or interest payments to Tenn. Contractors, Inc.
on the line of credit. The principal balance on the line of credit 1s $980,000 The interest amount
owed on the hine of credit as of May 31, 2005 1s $112,422.

5. Lynwood has sought long term financing from financial nstitutions and private
investors to repay the amount owed on the short term line of credit Lynwood’s financial
consultant, James B. Ford, requested proposals from banks and private investors on behalf of
Lynwood Mr. Ford’s pre-filed testimony 1n support of this Petition 1s attached as Exhibit 3 to
this Petition

6 Mr. Ford obtained proposals for long term financing from two banks and a private
investor. Based upon the proposals received, Mr. Ford recommends that Lynwood repay its
short term financing by a loan from Tenn. Contractors, Inc., a private investor. The stock of
Tenn. Contractors, Inc. 1s owned by John Ring Mr. Ring 1s a 50% shareholder 1n Southern
Utility Corporation which 1s the sole shareholder of Lynwood.

7. Mr. Ford recommends that Lynwood borrow up to $1,000,000 from Tenn.
Contractors, Inc. to pay off the balance on the line of credit. The long term financing from Tenn
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Contractors, Inc. is more advantageous to Lynwood than the proposals received from the banks.
The proposed loan from Tenn. Contractors, Inc. 1s for 20 years, not 10 years, which will not
require a refinancing and additional costs at the end of the 10 year period offered by the banks
and because 1t requires no pledging of accounts receivables which allows Lynwood to provide
working capital to make any required additions to 1ts plant and provide funding for any
emergency that may arise.

8. The proposed long term note from Lynwood to Tenn. Contractors, Inc. in an
amount up to $1,000,000 to pay off the balance of the line of credit 1s attached as Exhibit 4 to
this Petition.

9. Lynwood anticipates that the Authority will approve Lynwood’s long term
financing from Tenn. Contractors, Inc. as requested as soon as 1t can. Because Lynwood’s
current hine of credit note matures on June 30, 2005, Lynwood anticipates that its line of credit
will be renewed for an additional six month period. To the extent the Authority determines that
it needs to approve the renewal of the line of credit for another six month period pending its
action on approval of the long term financing requested 1n this Petition, Lynwood requests such
approval in connection with this Petition. Attached as Exhibit 5 to the Petition 1s the current line
of credit note which matures on June 30, 2005. The note for the renewal of the line of credit for
an additional six month period will be identical in form to Exhibit 5.

WHEREFORE, PREMISES CONSIDERED, PETITIONER PRAYS THAT THE
AUTHORITY:

1. Approve the 1ssuance of a long term note to Tenn. Contractors, Inc. in an amount
up to $1,000,000 pursuant to T.C.A. § 65-4-109 to repay the short term financing of upgrades to
Lynwood’s sewage treatment plant from 1ts present line of credit.
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2 Approve, 1f the Authority deems necessary, the renewal of the short term line of
credit from Tenn. Contractors, Inc. for an additional six months beginning July 1, 2005 until the
Authority approves the long term financing requested 1n this Petition and the balance of such line
of credit 1s paid off from such long term financing.

3. Have such other relief to which 1t may be entitled.

Respectfully submutted,

all ¥ dobobs

DONALD L. SCHOLES

BRANSTETTER, KILGORE, STRANCH & JENNINGS
227 Second Avenue, North, Fourth Floor
Nashville, TN 37201-1631

(615) 254-8801

Attorney for Lynwood Utility Corporation
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IN THE CHANCERY COURT FOR THE STATE OF TENNESSEE
TWENTIETH JUDICIAL DISTRICT, DAVIDSON COUNTY RECEIVED

DEC 30 207
STATE OF TENNESSEE, ex rel. Dav.C
PAUL G. SUMMERS, m his official capacity © Chancery Cour
as the Attorney General And Reporter of = .
K P

Tennessee and MILTON H. HAMILTON, JR.
Commissioner of the Tennessee Department of
Environment and Conservation,

Plaintiffs, @ poi} ,“’_‘."»
MATT and ANN DOBSON, MARTIN and .o -

LAURIE CLAYTON, HANK and MARY
BROCKMAN, DR. DANIEL and LORIE
CANALE, BRENT and JANEL MAHER,
DIANNA MAHER, RON and DONNA TUTT,
and DR. BEN GRIFFITH,

Plaintiffs-Intervenors,

V. No.  02-1538-II1

SOUTHERN UTILITY CORPORATION,

d/b/a LYNWOOD UTILITY,
CORPORATION and DAVIS LAMB,

Defendants.

o’ e e e e e N S S N S S N N N N S N N N N S S

ORDER GRANTING TEMPORARY INJUNCTION

Plaintiffs, State of Tennessee, ex rel the Attorney General and Reporter, and the
Commussioner of the Tennessee Department of Environment and Conservation, filed a motion
for temporary injunction under the Water Quahty Control Act, Tenn Code Ann §§ 69-3-101 to
69-3-137, which came to be heard on December 20, 2002 before the Honorable Ellen Hobbs
Lyle The plaintiffs-intervenors joined 1n the State’s motion. Based on the motion, responses
and aﬁ'ldavit.s filed by the parties, arguments of counsel, and the entire record i this cause, the
Court finds that the State’s application should be granted in the following respects:

1 The record reflects that the defendants have a five year hustory of violations of
their National Pollutant Discharge Elimination System (NPDES) permts, and as recently as
October 2002 defendants have not conducted laboratory operations, including sample collection

and analysis, mn accordance with EPA-approved methodology, as mandated 1n their existing

NPDES permit




—

2 In accordance with Tenn, (llode Ann §69-3-117, the defendants are enjoined from
operating their sewage treatment plant in violation of the effluent parameters and all other terms
and conditions of their 1999 and 2002 NPDES permits, which are not under appeal to the
Tennessee Water Quality Control Board

3 This ijjunction shall take effect immediately

IT IS THEREFORE ORDERED, ADJUDGED and DECREED that defendants must
immediately comply with the effluent parameters and all other terms and condons of their 1999
and 2002 NPDES permits, which are not under appeal to the Tennessee Water Quahty Control

Board All other matters are reserved pending further Orders in this cause.

/ﬂ/ﬂ ‘{%/ 1%/&

ELLEN HOBBS LY
CHANCELLOR

SUBMITTED FOR ENTRY.

1 o

N ado e

Elizabeth P McCarter (BPR # 10531)
emor Counsel

Office of the Attorney General

P O. Box 20207

Nashville, TN 37202

(615) 532-2582

Attomney for Plaintiffs

CERTIFICATE OF SERVICE
I certify that a true and exact copy of the foregoing proposed Order has been served upon
. ﬁh’
the following via fax and first class mail, postage prepaid, on this 30 day of December 2002

Jeffrey R. King
Stites & Harbison PLLC
SunTrust Center
424 Church Street, Suite 1800
Nashville, TN 37219-2387

Elizabeth L Murphy
Attorney at Law
45 Music Square West
Nashwville, TN 37203

zabeth P. McCarter
Senior Counsel
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IN THE CHANCERY COURT-FOR THE STATE OF TENNES
TWENTIETH JUDICIAL DISTRICT, DAVIDSON COU

STATE OF TENNESSEE, ex rel. )
PAUL G. SUMMERS, in his official capacity )
as the Attorney General And Reporter of )
Tennessee and MILTON H. HAMILTON, JR. )
Commussioner of the Tennessee Department of ) /
Environment and Conservation, ) 5;//“/
. ) 02152 2
Plaintiffs, ) No. \\ f;_} -
’ ) % ' ?‘?_"’_ '_:. -
v. ) ‘ - -
) \‘ IR
" SOUTHERN UTILITY CORPORATION, ) L ) )
Q‘.i(\ dba LYNNWOOD UTILITY CORPORATION, ) ) ’;
Q\ and DAVIS LAMB, ) Lo =
Vv ) (‘:. " o~
Defendants. ) Lo
VERIFIED COMPLAINT

Ttus action represents a request for mjunctive relief and civil penalties under the Water
Quality Control Act of 1977, as amended, Tenn Code Ann. §§ 69-3-101 to 69-3-137 (WQCA),
against defendants Southern Utihity Corporation dba Lynnwood Utility Corporation and Davis
Lamb The plamntiffs seek from this Court. (1) a pcmanen; mjunction requinng the defendants
to come into compliance with the Act and the regulations thereunder with respect to the
operation of their sewage treatment plant in Williamson County, Tennessee, and (2) an order and
Judgment from this Court assessing ctvil penalties against defendants, jointly and severally, for
water quality violations in accordance with Tenn. Code Ann § 69-3-115 In accordance with
the Tennessee Supreme Court’s decision in City of Chattanooga v Davis and Barrett v
Metropolitan Government of Nashville and Davidson County, 54 S W 3d 248 (Tenn 2001), the
defendants may be entitled to a jury solely for the purpose of the assessment of any civil penalties

by this Court

I. JURISDICTION AND YENUE
1 This Court has junisdiction over this action 1n accordance with the provisions of

Tenn Code Ann §§ 69-3-115 and 69-3-117

2 Venue of this action lies in Davidson County n accordance with the provisions of

Tenn Code Ann §§ 69-3-115 and 69-3-117



II. PARTIES

3 This action 1s brought in the name of the State of Tennessee by plawntiff, Paul G
Summers, 1n his official capacity as Attom;y General and Reporter for the State of Tennessee
The Attorney General 1s the chief law enforcement officer of the State of Tennessee, of all its
departments, commussions and agencies Tenn Code Ann §§ 8-6-109 and 8-6-301 The
Attorney General also has authonty over litigation involving the public mterest The Attorney
General’s official residence 1s 1n Nashville, Davidson County, Tennessee

4. Thus action 1s also brought in the name of the plawntiff, Milton H Hanulton, Jr,
m his official capacity as Commussioner of the Tennessee Department of Envuonmen’g and
Conservation (TDEC) The TDEC Commussioner 1s charged by Tenn Code Ann §§ 69-3-107
with the duty and responsibility to exercise general supervision and enforcement of the Water
Quality Control Act and to bring sut for any violations thereunder. (Attached hereto as Exhubit 1
15 the Affidavit and Venfication of Christopher S. Moran, Enforcement Manager with TDEC
Division of Water Pollution Control) The Commussioner’s official residence 1s in Nashville,
Davidson County, Tennessee

5. Southern Utility Corporation (hereinafter “Southern” or “Lynnwood”), 1s a
domestic corporation domng business in the State of Tennessee, with 1ts principal offices located
at 5214 Maryland Way, Suite 405, Brentwood, Tennessee 37027. Upon information and belief,
Southern 1s doing business as Lynnwood Utility Corporation (LUC), having acquired the assets
and operating authority of LUC 1n May 1999. Southern owns and operates a sewage treatment
facility at 120 Cottonwood Dnive in Franklin, Williamson County, Tennessee that was ongunally
operated under the name of Lynnwood Utility Company The registered agent for service of
process of defendant Southern is Jeffrey R King, 424 Church Street, Suite 1800, Nashwille,
Tennessee 37219

7 Davis Lamb 1s the president of defendant Southern dba Lynnwood and the
operator of Lynnwood’s sewage treatment facility at 120 Cottonwood Drive i Frankln,
Tennessee Upon mformatwn and belief, Davis Lamb became the chief executive officer for
Lynnwood on or shortly before January 1, 2000 Defendant Lamb can be served at 5214
Maryland Way, Suite 405, Brentwood, Tennessee 37027

8 Defendants Southern and Lamb are both “person([s]” as defined by Tenn Code

2



Ann § 69-3-103(20) and “owner(s] or operator{s]” as defined by Tenn Code Ann § 69-3-

103(19) for purposes of the WQCA

III. WATER QUALITY CONTROL ACT

9 The Federal Water Pollution Control Act, as amended, 33 US C §§ 1251, et seq
(Heremafter “CWA”) requures all entities who discharge 1nto the navigable waters of the United
States to obtam a National Pollutant Discharge Elimination System (NPDES) permut from the
Envuonmental Protection Agency (EPA) i accordance with standards set by the Administrator
of that agency 33 USC §1342(a) The Admimstrator can, however, authorize a state to 1ssue
NPDES permuts m her stead if the state permitting program 1s at least equal to that under the
CWA 33USC § 1342(b)\ TDEC has been authonzed by the U.S. EPA to 1ssue NPDES
permuts in the State of Tennessee. Tennessee does so under the Water Quahty Control Act of
1977, Tenn Code Ann §§ 69-3-101 to 69-3-137 (WQCA)

10 The WQCA represents a comprehensive program for the protection and
preservation of the waters of the State and for the regulation of activities affecting discharges
mto, and/or alterations of, the waters of the State The General Assembly has declared that the
“waters of Tennessee are the property of the state and are held in public trust for the use of the
people ” Tenn Code Ann § 69-3-102(a) The WQCA further provides that the State, mn 1ts
exercise of the public trust, has a duty to take necessary steps to preserve and protect the pubhic’s
nght of enjoyment to unpolluted waters

11 The Commussioner 1s empowered to 1ssue permits authonzing discharges that
contain the most stringent effluent limitations, conditions and water quality standards as
necessary to comply with state and federal laws and regulations. Tenn Code Ann § 69-3-108(e)
The Commussioner 1s also empowered to undertake mspections and mvestigations as necessary to
enforce the provisions of the Act Tenn. Code Ann § 69-3-107(5) Addnilonally, the

Commussioner may administratively assess civil penalties of up to $10,000 00 per day for each

day of the violation agamst persons violating the Act or regulations thereunder, or he may

institute proceedings in court for the assessment of such civil penalties Tenn Code Ann § 69-3-

115

12 It 1s a violation of the Water Quahity Control Act for any person to discharge any

3



substance mnto the waters of the State, or to cause a substance to be placed 1n a location that
results 1n pollution, as defined under the Act Tenn Code Ann § 69-3-114

13 The Commussioner may seek myunctive relief in the courts through the Office of
the Attorney General to enforce comphance with the Act Tenn Code Ann § 69-3-117 And
under Tenn Code Ann § 69-3-116, the State 15 entitled to recover as damages any reasonable

expenses incurred in enforcing the provisions of the WQCA

IV. FACTS

14 On or about July 30, 1993, TDEC 1ssued NPDES permit No 0029718 to
Lynwood Utility Company authonzing 1t to discharge effluent, under prescribed himitations, from
1ts sewage treatment facility n Franklin, Tennessee mnto the Harpeth River atmle 779 Thus
permit expired on July 29, 1998.

15.  Atmile 77.9, downstream from Lynnwood’s sewage treatment plant outfall, the
Harpeth Ruver 1s classified by Tenn Comp. R. & Reg., ch 1200-4-4-.12 for the following uses
by the Tennessee Water Quality Control Board domestic water supply, industnial water supply,
fish and aquatic Iife; recreation, urigation, and livestock watering and wildlife Tenn Comp R
& Reg., ch. 1200-4-3-.02(6) provides that since all waters of the state are classified for more than
one use, “the most stnngent critena [for the respective classified use] will be applicable ™

16 Lynnwood’s 1993 NPDES permit contained specific effluent hmatations for the
following charactenstics CBODS5 (carbonaceous biochemical oxygen demand), ammonia,
suspended solids; fecal coliform, chlonne residual, settleable sohds, dissoived oxygen, and pH

17 In the spring of 1998, TDEC accepted Lynnwood’s plans for a proposed
expansion of 1ts sewage treatment facility, which included adding a new clanfier, retrofitting an
existing basin to be used as an aeration basin, replacing the influent pump station and replacing
the eight inch effluent hine to the Harpeth River with a twelve inch gravity line  The first phase
of the upgrade to Lynnwood’s facility was complete by the fall of 1998

18 On or about July 31, 1998, TDEC reissued NPDES permit No 0029718 to
Lynwood Utility Corporation (formerly Lynnwood Utlht_y Company) authonzing it to discharge
effluent, under prescnbed limitations, from its sewage treatment facility in Franklin, Tennessee

into the Harpeth River at mile 779  This permit was set to expire on July 31, 2001

4
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19 On September 18, 1998, TDEC 1ssued a Director’s Order to Lynnwood citing 1t
for 96 permut parameter violations and 13 incidents of bypassing for the period of July 1995
through June of 1998 Most of these parameter violations consisted of exceeding the limitations
for chlonne residual, the monthly average and daily maximum himuts for ammoma, and the daily
maximum himits for fecal coliform
20 In accordance with Lynnwood’s 1998 NPDES permut, the plant’s design capacity
was reduced from 250,000 to 200,000 gallons per day and the following effluent modifications
were placed upon the discharge from Lynnwood’s sewage treatment plant
a CBODS - the monthly and weekly average amount imits were decreased frc;m
21 and 31 (lbs per day) to 17 and 25 respectively,
b Ammonia - the monthly and weekly average amount limuts for May-Oct
and Nov -Apnl were decreased from 4 and 6 and 10 and 16 (Ibs. perl day)
to 3 and 5 and 8 and 13 respectively,
c. Suspended Solids - the monthly and weekly average amount limits were
decreased from 63 and 83 (Ibs per day) to 50 and 67 respectively,
d Settleable Solids - the sampling rate was decreased from five times a week
to three times a week and the sampling method was changed from a grab
to composite sample |
Lynnwood’s 1998 NPDES permut also contained effluent limitations for fecal coliform; chlonne
residual, dissolved oxygen, and pH
21 In September 1998, Lynnwood applied to TDEC to increase the design flow
capacity for 1ts sewage treatment plant from 200,000 to 400,000 gallons per day, based on the
contmued expansion and upgrading of 1ts facility Thus second phase of the expansion and -
upgrade was mntended to enable Lynnwood to provide sewer service for new construction, as well
as existing homes with septic tanks 1n the area
22, In May 1999, after holding a public heanng on the permit expansion, TDEC
1ssued a modified permit to Lynnwood for the period May 14, 1999 through July 31,2001 This
permit included maintenance of most of the existing concentration and loading limts with flow
capacity of 200,000 gallons per day until such time as the plant’s expansion was complete, or for

the period of May 14, 1999 to May 31, 2000 The same permit provided for the expansion to
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400,000 gallons per day to begmn June 1, 2000, after which the permut contained modifications to
the concentration and loading limiuts up through July 31, 2001 ‘

23 The modified permit 1ssued to Lynnwood 1n May 1999 included the institution
of effluent limts on total mtrogen (N) beginmng June 1, 2000 with the plant’s anticipated
expanston In June 1999, Lynnwood mmiated discussions with TDEC’s Division of Water
Pollution Control to modify the permit’s mtrogen himits Defendant Lamb participated in
discussions and meetings with TDEC on the necessity of mitrogen limits  This 1551;e v-vas
resolved in the fall of 2000, when TDEC 1ssued Lynnwood a modified permut with total mtrogen
limuts of 3 mg/l as a monthly average, 4 5 mg/l as a weekly average and 6 mg/l as a daily
maximum 1n effect only for the summer season (May 1 - October 31) As aresult, Lynnwood
was not required to begin reporting total nitrogen results until May 1, 2001

24, Between July 1, 1998 and December 31, 1998, Lynnwood had 60 permut
parameter violations (in the NPDES permut expiring on July 31, 1998 and the permt resissued on
August 1, 1998) and one bypass event In July 1998, alone, Lynnwood had 50 violations of 1ts
permit, including 14 for total suspended sohids, 14 for ammona, 10 for fecal coliform, eight for
CBOD, three for chlorme residuai and one for settleable solids  See Affidavit of Michael R
Thornton and summaries attached hereto as Exhibit 2

25 On October 30, 1998, TDEC issued Lynnwood a Notice of Violation for
parameter violations of 1ts permit limuts 1 July, August, and September, 1998, and a bypass of its
treatment 1n September

26 In 1999, Lynnwood had 31 permt parameter violations (in the NPDES pe@t
1ssued on August 1, 1998, and the permut retssued on May 14, 1999). These violations occurred
primanly between May 1, 1999 and July 31, 1999, and consisted mostly of ammorua parameter
violations See Affidavit of Michael R Thornton and summaries attached hereto as Exhibit 2

27 On January 11, 2000, TDEC issued Lynnwood a Notice of Violation for
parameter violations of its permit limits i February, June, July and November, 1999 This notice
was sent to Davis Lamb as president of LUC

28 In 2000, Lynnwood had 40 permut parameter violations (in the NPDES permit
reissued on May 14, 1999) These violations occurred primarnily 1n Apnl, May, November and
December, and consisted mostly of total suspended solids and ammonia parameter violations

6



See Affidavit of Michael R Thornton and summaries attached hereto as Exhubit 2

29 On May 9, 2001, TDEC issued Lynnwood a Notice of Violation for parameter
violations of 1ts permit limits 1n 2000 This notice was sent to Davis Lamb as president of LUC

30 In 2001, Lynnwood had 92 permut parameter violations (in the NPDES permut
reissued on May 14, 1999) and three bypass events In January, 2901, alone, Lynnwood violated
1ts monthly and weekly average concentration and loading hmuts, as well as 1ts daily maximum
limit for ammoma on at least 24 days and 1t had two bypass events that month Multiple
violations of the ammoma and total nitrogen limuts also occurred in the months of August,
September -and October, 2001 See Affidavit of Michael R. Thomnton and summaries attached
hereto as Exhibit 2

31.  On August 8, 2001, TDEC 1ssued Lynnwood a Notice of Violation for permit
parameter violations and one bypass occurring between January and April, 2001 On March 15,
2002, TDEC 1ssued Lynnwood a Notice of Violation for permut parameter violations for the

period of August, 2001 through February 2002 Both of these notices were sent to Davis Lamb

as president of LUC

32 Between January 1, 2002 and April 30, 2002, Lynnwood had at least seven permit
parameter violations (in the NPDES permut reissued May 14, 1999) and two bypass events In
January 2002, Lynnwood had one violation of 1ts daily maximum for fecal coliform and 1n March
2002, Lynnwood violated the 1.0 ml/L. maximum daily limt for settleable solids on at least five
days, and violated the 20 mg/l maximum daily Iimit for CBOD on at least one day = See
Affidavit of Michael R Thornton and summartes attached hereto as Exhibit 2

33.  Despite upgrading and expanding the Lynnwood sewage treatment facility,
defendants have consistently exceeded the maximum monthly and weekly average and maximum
daily ammomna limts imposed upon 1t 1n 1ts NPDES permits Examunation of the discharge

monitoring reports and the monthly operation reports indicates that the ammoma parameters

were exceeded for the following months

July 1998 14 violations
June 1999 8 violations
July 1999 17 violations
December 2000 21 violations
January 2001 24 violations
February 2001 1 violation
August 2001 6 violations

7
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September 2001 10 violations

October 2001 - 2 wviolations

34 Despite upgrading and expanding Lynnwood’s sewage treatment facility and
prevailing with TDEC 1n 2000 to apply the total nitrogen himits in its permut only to the summer
period of May through October, defendants have con51s.tently exceeded the maximum monthly
and weekly average and maximum daily total nitrogen limits imposed upon it 1n 1ts NPDES
permut beginning May 1, 2001 Examunation of the discharge monitoring reports and the

monthly operation reports indicates that the total mtrogen parameters were exceeded for the

following months

May 2001 3 violations
June 2001 1 violation
August 2001 6 violations
September 2001 13 violations
October 2001 10 violations

35 Lynnwood timely submutted an application to renew 1ts NPDES permit, which

expired on July 31,2001 TDEC is 1n the process of reviewing that applicanon

V. FIRST CAUSE OF ACTION

36 Lynnwood has failed to meet the effluent parameters and conditions contained 1in
1ts consecutive NPDES permuts, since the Department 1ssued Lynnwood a Director’s Order in
1998 for violations of 1ts 1993 NPDES permut, as detailed 1n §§ 24-34 above Defendants have
continually failed to discharge 1n accordance with these parameters, despite repeated notices of
violation from the State and they are therefore mn violation of the NPDES permuts 1ssued pursuant
to Tenn Code Ann § 69-3-108 In accordance with Tenn Code Ann § 69-3-117, thus Court 15
authonzed to 1ssue a permanent mjunction agamst defendants requinng them to comply with the .
provisions of the WQCA, the regulations thereunder, and the conditions of the NPDES permits

1ssued to Lynnwood pursuant to Tenn Code Ann § 69-3-108

V1. SECOND CAUSE OF ACTION

36 Defendants’ effluent discharge from their sewage treatment plant into the Harpeth

Ruver exceeded limuts contawned in therr NPDES permuts for such discharges on numerous



(' . :

occaslions, as detailed 1n § 24-34 above, and has resulted 1n multiple violations of the conditions
of their permits 1ssied under Tenn Code Ann § 69-3-108 In accordance with Tenn Code Ann

§§ 69-3-115(a)(1) (A) and(B) and 69-3-115(a)(2)(D), this Court may impose a civil penalty of up
to $10,000.00 per day for each day z;ny person violates an effluent or water quality standard

promulgated under the WQCA, or a permit condition Defendants are therefore subject to a civil

penalty assessment of up to $10,000 00 per day for each day of such violation

VII. THIRD CAUSE OF ACTION

37 In accordance with the provisions of Tenn Code Ann § 69-3-114(a), it 1s
unlawful to discharge any substance nto the waters of the State of Tennessee so as to cause a
condition of pollution, as defined in Tenn Code Ann § 69-3-103(22) Any such action 15
declared a 'publlc nuisance

38 . Defendants’ actions in repeatedly discharging effluent from their sewage
treatment plant into the Harpeth River 1in excess of the limits contained 1n therr NPDES permuts
$0 as to result, or be likely to result, in potential harm to the public health or the health of aquatic
life, to render the Harpeth River substantially less useful for 1ts reasonable classified uses, or to
leave the Harpeth River 1n a condition that violates the water quality standards estabhished for the

niver constitute, therefore, a public nuisance that may be abated by the action of this Court

-~

VIII. FOURTH CAUSE OF ACTION
39 In accordance with the provisions of Tenn Code Ann § 69-3-1 14(a), it 1s
unlawful for any person to discharge any substance nto the waters of the State of Tennessee so
as to cause a condition of pollution, as defined in Tenn Code Ann § 69-3-103(22), uniess such
discharge 1s due to unavoidable accident or unless the discharge has been properly authonzed
40 Defendants’ actions 1n repeatedly discharging effluent from therr sewage
treatment plant into the Harpeth River with concentrations of pollutants in amounts exceeding

the limits contained in their NPDES permits, as detailed 1n 9 24-34 above, has contributed to the

pollution of the waters of the state and 1s nerther due to unavoidable accident nor has 1t been

9



properly authorized These unpermutted discharges constitute unauthorized alterations of the
waters of the state 1n violation of Tenn Code Ann § 69-3-108(b) Defendants’ unauthorized
excessive discharges have impacted and continue to tmpact waters of the state, which are held 1n
trust for the public

41 In accordance with Tenn Code Ann §§ 69-3-115(a)(1) (H) and 69-3-
115(2)(2)(D), thus Court may impose a civil penalty of up to $10,000 00 per day for each day any
person violates the WQCA by causing or contributing to the pollution of the waters of the state
Defendants are therefore subject to a civil penalty assessment of up to $10,000 00 per day for

each day of such violation

IX. FIFTH CAUSE OF ACTION
42.  The State of Tennessee has incurred damages, investigatory expenses and
enforcement expenses, including attorney’s fees, 1 responding to the violations of the WQCA
commuitted by defendants
43 In accordance with Tenn Code Ann § 69-3-116(c), damages may be assessed by

this Court against any polluter or violator for “any expenses incurred 1n investigating and

enforcing this part .~

XI. PRAYER FOR RELIEF

WHEREFORE, plaintiffs respectfully request the following relief

1 That this complaint be filed without cost bond, as provided by Tenn Code Ann §
20-13-101;, and that process 1ssue and be served upon defendants requiring them to appear and
answer this complaint

2. That upon a tnal or final hearing 1n this matter, the Court enter judgment for the
plaintiffs against defendants jomntly and severally and assess civil penalties n an amount not to
exceed $1b,000 00 per day for each violation, in accordance with Tenn Code Ann § 69-3-115,
against defendants jointly and severally for violations of the Water Quality Control Act and the
regulations promulgated pursuant to the WQCA

10



3 That upon a tnal or final hearg i this matter, the Court 1ssue a permanent
mjunction agamnst all defendants, i accordance with Tenn Code Ann § 69-3-117, requining each
of them to comply with, and enjoining them from further violations of, the provisions of the
WQCA and the rules promulgated thereunder, as well as their current and any future NPDES
permiuts 1ssued to them 1n the State of Tennessee

4 That thus Court assess post-judgment nterest agamnst defendants i accordance
with Tenn Code Ann §§ 47-14-121 and 47-14-122 until the judgment aganst defendants 1s paid
m full, for which execution may 1ssue 1f necessary

5 That this Court award plamntiffs such costs, including, but not limited to,
reasonable expenses incurred 1n mvestigation, compliance examination, enforcelfxent, as well as
attorneys’ fees, that may be taxable by law for defendants’ water quality violations, as provided
by Tenn Code Ann § 69-3-116(c)

7. That this Court award plamntiffs such other general and equitable rehef to which
they may be entitied

Respectfully submutted,

D

PAUL G SUMMERS (# 6285)
Attorney General and Reporter

TS

ELIZABETHP McCARTER (#10531)
Senior Counsel

Office of the Attorney General and Reporter
Environmental Division

P O Box 20207

Nashville, Tennessee 37202

(615) 532-2582
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IN THE CHANCERY COURT FOR THE STATE OF TENNESSEE
TWENTIETH JUDICIAL DISTRICT, DAVIDSON COUNTY

STATE OF TENNESSEE, ex rel.

PAUL G. SUMMERS, in his official capacity
as the Attorney General And Reporter of
Tennessee and MILTON H. HAMILTON, JR.
Commissioner of the Tennessee Department of
Environment and Conservation,

Plz_xintiffs,

\ No.

)
)
)
)
)
)
)
)
)
;
SOUTHERN UTILITY CORPORATION, )
dba LYNNWOOD UTILITY CORPORATION, )
and DAVIS LAMB, )
)
)

Defendants.

VERIFICATION OF COMPLAINT

STATE OF TENNESSEE )

)
COUNTY OF DAVIDSON)

L, Chnstopher S Moran, after being duly sworm, do hereby depose and, upon personal

knowledge, state as follows.

1 I'am the manager of the enforcement and comphance section 1n the Drvision of
Water Pollution Control (Division) 1n the Tennessee Department of Environment and
Conservation (TDEC) I have been employed with TDEC for over eight years in the Water
Pollution Control Divigion

2 I'am farmiliar with the facts giving nise to this lawsuit msofar as they concern
water quality 1ssues I have reviewed (and signed some) of the notices of violation that were
1ssued to defendants concerning violations of the effluent parameters contatned 1n their NPDES
permits and their plant’s bypassing of reatment | have read the allegations contained 1n the
foregoing complaint and believe the allegations concerning water quality 1ssues and violations of
the Water Quality Control Act to be true to the best of my knowledge, information and behief

3 Based on my education and experience and the information obtaimed by the

Department 1n the course of 1ts investigation and unspections of defendants’ courmna tenmee. . .



(. ("

requires that this action be commenced, therefore, [ have requested the Attorney General to bring

this amended action ) .

FURTHER THE AFFIANT SAITH NOT

=l

CHRISTOPHER S MORAN

Swormn to and subscribed before me

this 23 day of _\WN\g (. , 2002
NOTARY PUBLIC

My Commusston Expires _9, ~~O -0,

EXHIBIT 1

[0S



IN THE CHANCERY COURT FOR THE STATE OF TENNESSEE
TWENTIETH JUDICIAL DISTRICT, DAVIDSON COUNTY

STATE OF TENNESSEE, ex rel.

PAUL G. SUMMERS, in his official capacity
as the Attorney General And Reporter of
Tennessee and MILTON H. HAMILTON, JR.
Commissioner of the Tennessee Department of
Environment and Conservation,

wil

e

Plaintiffs,

V.

2
e
77 L W

SOUTHERN UTILITY CORPORATION,
dba LYNNWOOD UTILITY CORPORATION
and DAVIS LAMB,

N N N et et N N Nt S e o S’ S S S
=
y
1

Defendants.

AFFIDAVIT OF MICHAEL R. THORNTON

- STATE OF TENNESSEE )

)
COUNTY OF DAVIDSON)

L, Michael R Thornton , after beimng duly sworn, do hereby depose and, upon persdnal

knowledge, state as follows

1 Iam employed as an Environmental Protection Specialist in the Division of Water
Pollution Control i the Tennessee Department of Environment and Conservation (TDEC) I
have been employed with TDEC for over twenty-two years 1n the Water Pollution Contro]
Division

2 In my present position I am responsible for checking and enforcing compliance
with standards and requirements of the Water Quality Control Act, set forth in Term Code Ann
§ 69-3-101, et seq This ncludes conducting mnspections and TeVIEWIng monitonng reports to

confirm comphance with Limts set out 1n National Pollution Discharge Elimination System

(NPDES) permits

3 I have reviewed the discharge momitoning reports and monthly operational reports

submitted by Lynnwood Utility Corporation, as required under 1ts NPDES permuts, for the peniod

EXHIBIT 2



A

July 1, 1998 through Apnl 30,2002  Attached hereto are my summaries of what those reports

reflect, includmg permiut parameter violations for the same time period

FURTHER THE AFFIANT SAITH NOT

, Ve » )
Il e

‘MICHAEL R THORNTON

Sworn to and subscrnibed before me

this Li day of /@ k &Lz ,2002
\g jm /(’C rf’lédﬂ‘f;/"

NOTARY PUBLIC 4
LISA McCREARY
Notary Public, Sumner Co, TN

My Commission Expu-es- iy Comm Expires Oct 2, 2008

EXHIBIT 2
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EXHIBIT

BEFORE THE TENNESSEE REGULATORY AUTHORITY

Nashville, Tennessee

In re: PETITION OF LYNWOOD UTILITY
CORPORATION FOR APPROVAL OF
AND AUTHORITY TO BORROW UP
TO $1,000,000 TO REPAY SHORT
TERM INDEBTEDNESS PURSUANT TO
T.C.A. § 65-4-109

Docket No.

S N et N s et

PRE-FILED TESTIMONY OF JAMES B. FORD

Q: Please state you name, employer and address.

A: Tam James B. Ford. I am self-employed and live at 9679 Aurora Court, Brentwood, TN,
37027 My telephone number 1s 615-308-8502.

Q: Have you testified before the Tennessee Regulatory Authority before?

A: Yes, when the Authority was the Tennessee Public Service Commussion. I have also testified
before the Illinois Commerce Commussion, Virginia Corporation Comnussion, Kansas
Corporation Commussion, Missourt Public Service Commussion, Georgia Public Service
Comnussion, North Carolina Regulatory Service Commussion, South Carolina Public Service
Commussion and the Iowa Corporation Commussion on various regulatory matters.

Q. Please summarize your business experience.

A. Thave been in the business world for 35 years. I am a licensed Certified Public Accountant
i Tennessee [ have also been licensed in Georgia and Kansas. I worked for Arthur Andersen
& Co for eight years in the Audit Division. I joined United Cities Gas Company i 1978 as
Vice President and Controller, and 1n 1986 I was appointed Senior Vice President, Treasurer and

Chief Financial Officer. During this period United Cities made 32 acquisitions and raised more



than $300 million 1n capital to provide for the company’s growth. In 1997, United Cities Gas
Company was sold to Atmos Energy Corporation. I retired and began consulting work for
utilities and small businesses

Q: What 1s the purpose of your testimony?

A: The purpose of my testimony 1s to provide background and support for Lynwood Utility
Corporation’s long-term financing. Lynwood 1s a very small sewer company that has had to
invest a large amount of capital to bring the operation of 1ts sewage treatment plant into
comphance with the regulations of the Tennessee Department of Environment and Conservation
(TDEC) and with the requirements of 1ts NPDES permit 1ssued to 1t by TDEC. The necessary
upgrades and improvements to the plant have been funded by a $1,250,000 short-term line of
credit from Tenn. Contractors, Inc.

Q: What long-term financing proposals have been obtained by the Company?

A: The Company requested proposals from banks and private investors to pay off the short-term
line of credit The best proposal was from Tenn Contractors, Inc., a private investor. The terms
and conditions of this proposal are shown in Exhibit JBF-1.

Q: Were there any other proposals received?

A: Yes, the Company received proposals from First Tennessee Bank and Bank of the South
which are shown i Exhibits JBF-2 and JBF-3.

Q: What are the main differences among the three proposals?

A: The bank proposals, JBF-2 and JBF-3, have the same nterest rate and conditions and both
require the personal guarantee of the shareholders. The private investor’s proposal 1s different in
that 1t 1s for 20 years, not 10 years, which will not require a refinancing and additional costs at

the end of 10 years. The private investor’s proposal requires no pledging of accounts receivables
10027891053 19\00034389 WPD / Ver 1} 2



which allows Lynwood to provide working capital to make any required additions to plant and
provide funding for any emergency that may arise.

Q: What recommendation have you made to Lynwood on these proposals?

A: Considering the mterest rate 1s the same with longer terms and the working capatal flexibility,
it 1s my opinion that the private investor's proposal would be the better selection for both the
Company and 1ts customers.

Q: Does this conclude your testimony?

A: Yes.

{002789\05319\00034389 WPD / Ver 1} 3



EXHIBIT

tabbles*

JBF-1

LYNWOOD UTILITY CORPORATION

VARIABLE RATE UTILITY PLANT LONG TERM NOTES

Amount

Interest Rate

Repayment Schedule

Collateral

Purchaser

Other

{002789\05319\00018564 DOC / Ver 1}

- $1,000,000.00

- Variable, 2% over WSJ Prime Rate
Adjusted at end of each quarter

-Year 1 &2 $ - 0 - Interest Only
-Years 3-10 $ - 50,000.00 per year
-Years 11 - 20 $ - 60,000.00 per year

- Lien on plant assets at December 31, 2004 plus
20% of utility plant additions. Balance of plant
value of additions would be available for
additional financing.

- ¢/o Tenn. Contractors. Inc., Private Investor
516 Lake Valley Ct.

Franklin, TN 37069

- Interest to be paid quarterly

- Note payments shall be made annually at the
end of the quarter following the closing date

- Subject to approval of TRA

- Financial statement provided 4 months after
each year end



EXHIBIT

- JBF-2

EFmsr Jo e i,
«.] ENNESSEE

Al Thingr Fenancaal.

February 23, 2005

Mx. John Ring

516 Lake Valley Ct.

Franklin, TN 37062

RE: Credit Cac¢ilaty - Lynwood Utilaty Corporation

Deay Sir:

First Tennessee Bank would propose the following structure for
the Credit Facility we discussed.

Borrower: Lynwood Utility Corporation

Guarantor: John Ring

Loan Amount: $1,000,000

Interest Rate: Floating - FTB Base Rate plus 2%
Terms/Amortization: 5/15 or 10/15 with up to 2’ years
Interest Only.

e Security: Lynwoed Utilaty Plant and Assignment of
Accounts Receivable

This proposal 13 for Discussion aonly, and 1s not a commitment to
finance.

This Credit Facilaty would be subject to:

¢ Acceptable Appraisal

e Environment Assessment

e Current Financial Informaticn on Borrower and
Guarantor

Should you desire to discuss this further, please contact us.

/

or Vice Presaident

First Tennessee Bank Natonal Associaton
P O Bax )00

Frankhn, TN 37065 0100

Phone (615} 790-5185
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Bank:
ieNouthy

February 24,2005

Lynwood Utility Corporation
Mr John D Ring

Mr Tyler Ring

516 Lake Vailey Court
Franklin, TN 37069

Re’ Inquiry for funding for Lynwood Utility Corporation

Dear Lynwood Utility Corporation:

We were pleased to meet with you on February 22, and discuss your inquiry for ﬁmdmg
w the amount of $1,000,000 00 to provide long term financing for the Corporauon Itis
our understanding that should a request for this funding be made, at some pownt in time, 1t
would be under the following conditions.

1 The amount wouid be $1,000.000.00,

2 The interest rate would be 2% over NYP as posted in the Wall Street Journal
and would adjust with Prime on a quarterly basis

3 The debt would be amortized over 10 years, with years 1 & 2 being imerest
ooly and years 3-9 having interest and $50,000 principal reduction each year
and year 10 being a balloon payment of $650,000 principal plus interest.

4 Collateral would be the all assets of the Corporation, including but not limited

) to, the real estate, equipment and acoount receivables, as well as the full
personal guarantees of the owners.

Be assured that our Bank would ccrtaznly entertain the opportumnity 10 service your
financial needs in this matter We would require complete financial mformation on the
Corporation, including tax returns, balance sheets and income statements. These forms
should show the ability to service the debt as structured The assets of the corporation
would need to be appraised and provide evidence of sufficient equity to meet the Bank's
standards for this type of loan. Additionally, we would need financiat information from
the guarantors in the form of tax returns and financial statements, which exhibit the
wherewithal to support the debt should the Corporation not be able to de so

Respectfully,
Q—e-ew W

Allen M. Henson, Sr Vice President

Bazk of d1e South=)412 West Baddour Pariovays Lebancn, (N 37087 +Phone G15-449-30000FAX 615440 9917 ~unvw bantofbesoutd nai



EXHIBIT

PROMISSORY NOTE
(Term)

$1,000,000.00 Franklin, Tennessee
, 2005

FOR VALUE RECEIVED, the undersigned, LYNWOOD UTILITY
CORPORATION, a Tennessee corporation, (“Borrower”), promises to pay to TENN.
CONTRACTORS, INC., a Tennessee corporation, (“Lender”), having an address at P.O. Box
314, Franklin, TN 37065-0314, the principal sum of One Million and 00/100 Dollars
(81,000,000 00), together with interest from date until paid, upon disbursed and unpaid principal
balances, at the rate hereinafter specified

The interest rate on this Note 1s subject to change from time to time based on changes in
an independent index which 1s the Wall Street Journal Prime rate as published 1n the Wall Street
Journal. When a range of rates has been published, the higher of the rates will be used (the
“Index”). If the Index becomes unavailable during the term of this loan, Lender may designate a
substitute index after notice to Borrower. Lender will tell Borrower the current Index rate upon
Borrower’s request The interest rate change will occur on a quarterly basis based upon the
Index rate as of the first business day of each calendar quarter. The interest rate to be applied to
the unpaid principal balance of this Note will be at a rate of two (2) percentage points over the
Index NOTICE: Under no circumstances will the interest rate on this Note be more than the
maximum rate allowed by applicable law. Whenever increases occur 1n the interest rate, Lender,
at 1ts option, may do one or more of the following (A) increase Borrower’s payments to ensure
Borrower’s loan will pay off by its original final maturity date, (B) increase Borrower’s
payments to cover accruing interest, (C) increase the number of Borrower’s payments, and (D)
continue Borrower’s payments at the same amount and increase Borrower’s final payment.

Repayment of principal and interest shall be as follows-

(a) During the first two (2) years of the loan, interest only 1n arrears shall be payable
on the first day of each calendar quarter;

(b)  On the third (3™) through tenth (10™) years of the loan, accrued mnterest plus
quarterly principal payments of Twelve Thousand Five Hundred and 00/100 Dollars
($12,500.00) each shall be payable on the first day of each calendar quarter;

(c) From the eleventh (11") through twentieth (20" years of the loan, accrued
interest plus quarterly principal payments of Twenty Thousand and 00/100 Dollars ($20,000 00)
each shall be payable on the first day of each calendar quarter; and

(d) Entire unpaid principal balance and accrued and unpaid interest shall be due
twenty (20) years from the date hereof.

This loan shall be secured by First Deed of Trust on the land and physical assets of
Borrower as of December 31, 2004 and twenty percent (20%) of the utility planned additions
thereafter

{0027895\05319100035155 DOC / Ver 1}



Unless otherwise agreed or required by applicable law, payments will be applied first to
accrued unpaid interest, then to principal, and any remaining amount to any unpaid collection
costs The annual interest rate for this Note 1s computed on a 365/360 basis; that 1s, by applying
the ratio of the annual interest rate over a year of 360 days, multiplied by the outstanding
principal balance, multiplied by the actual number of days the principal balance 1s outstanding.
Borrower will pay Lender at Lender’s office address shown above, or at such other place as
Lender may designate in writing.

During the term of this Note, Borrower shall provide Lender a copy of its annual
financial statements for each year on or before April 30™ after the end of each calendar year.

Upon default, including failure to pay under final maturity, Lender, at its option, may, 1f
permitted under applicable law, increase the interest rate on this Note to 21.000% per annum
In no event will the effective total interest rate on this Note to be greater than the rate permutted
by applicable law.

Lender may hire or pay someone else to help collect this Note 1f Borrower does not pay.
Borrower will pay Lender that amount. This includes, subject to any limits under applicable law,
Lender’s attorneys’ fees and Lender’s legal expenses, whether or not there 1s a lawsuit, including
attorneys’ fees, expenses for bankruptcy proceedings (including efforts to modify or vacate any
automatic stay or injunction), and appeals. If not prohibited by applicable law, Borrower also
will pay any court costs, i addition to all other sums provided by law.

Lender and Borrower hereby waive the right to any jury tral 1n any action, proceeding, or
counterclaim brought by either Lender or Borrower against the other.

The terms of this Note shall be binding upon Borrower, and upon Borrower’s heirs,
personal representatives, successors and assigns, and shall inure to the benefit of Lender and its
successors and assigns.

PRIOR TO SIGNING THIS NOTE, THE BORROWER READ AND
UNDERSTOOD ALL THE PROVISIONS OF THIS NOTE, INCLUDING THE

VARIABLE INTEREST RATE PROVISIONS. BORROWER AGREES TO THE
TERMS OF THE NOTE.

BORROWER ACKNOWLEDGES RECEIPT OF A COMPLETED COPY OF
THIS PROMISSORY NOTE.

BORROWER: LYNWOOD UTILITY CORPORATION

BY:

Tyler L. Ring, President
FADABVUohn Ring\lyvnnwood term pronussory note 06-05 doc
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PROMISSORY NOTE
(Line of Credit)
$1,250,000.00 . Franklin, Tennessee
! January 1, 2005

FOR VALUE RECEIVED, the undersigned, LYNNWOOD UTILITY
CORPORATION, a Tennessee corporation, (“Borrower”), promises to pay to TENN.
CONTRACTORS, INC., a Tennessee corporation, (“Lender”), having an address at
P.0. Box 314, Franklin, TN 37065-0314, the principal sum of One Million Two Hundred
Fifty Thousand and No/100 ($1,250,000.00) Dollars, together with interest from date
until paid, upon disbursed and unpaid principal balances, at the rate hereinafter specified,
said interest being payable on the first day of each consecutive month hereafter,
commencing January 1, 2005, with the final installment of interest being due and payable
concurrently on the same date that the principal balance is due hereunder. The entire
unipaid principal balance, plus accrued and unpaid interest, shall be due June 30, 2005;
however, the Note shall be renewable, at Lender’s discretion, for an additional six months
upon the terms and conditions set out herem.

The interest rate on this Note is subject to change from time to time based on
changes in an independent index which is the Wall Street Journal Prime rate as published
in the Wall Street Journal. When a range of rates has been published, the higher of the
rates will be used (the “Index). The Index is not necessarily the lowest rate charged by
Lender on 1ts loans. If the Index becomes unavailable during the term of this loan,
Lender may designate a substitute index after notice to Borrower. Lender will tell
Borrower the current Index rate upon Borrower’s request. The interest rate change will
not occur more often than each day. The interest rate to be applied to the unpaid
principal balance of this Note will be at a rate of two (2) percentage points over the
Index. NOTICE: Under no circumstances will the interest rate on this Note be more
than the maximum rate allowed by applicable law. Whenever increases occur in the
interest rate, Lender, at 1ts option, may do one or more of the following: (A) increase
Borrower’s payments to ensure Borrower’s loan will pay off by its original final maturity
date, (B) increase Borrower’s payments to cover accruing interest, (C) increase the
number of Borrower’s payments, and (D) continue Borrower’s payments at the same
amount and increase Borrower’s final payment.

Unless otherwise agreed or required by applicable law, payments will be apphed
first to accrued unpaid mterest, then to principal, and any remaining amount to any
unpaid collection costs. The annual interest rate for this Note is computed on a 365/360
basis, .that 1s, by applying the ratio of the annual interest rate over a year of 360 days,
multiplied by the outstanding principal balance, multiplied by the actual number of days
the principal balance 1s outstanding. Borrower will pay Lender at Lender’s office address
shown above, or at such other place as Lender may designate in writing.

tabbies'
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Upon default, including failure to pay under final maturity, Lender, at its option,
may, if permitted under applicable law, increase the interest rate on this Note to
21.000% per annum. In no event will the effective total interest rate on this Note to be
greater than the rate permitted by applicable law.

Lender may hire or pay someotde else to help collect this Note if Borrower does
not pay. Bomrower will pay Lender that amount. This includes, subject to any limits
under applicable law, Lender’s attorneys’ fees and Lender’s legal expenses, whether or
not there is a lawsuit, including attorneys’ fees, expenses for bankruptcy proceedings
(including efforts to modify or vacate any automatic stay or injunction), and appeals. If
not prohibited by applicable law, Borrower also will pay any court costs, in addition to all
other sums provided by law.

Lender and Borrower hereby waive the right to any jury trial in any action,
proceeding, or counterclaim brought by either Lender or Borrower against the other.

The terms of this Note shall be binding upon Borrower, and upon Borrower’s
heirs, personal representatives, successors and assigns;-and shall inure to the benefit of
Lender and its successors and assigns.

PRIOR TO SIGNING THIS NOTE, THE BOROWER READ AND
UNDERSTOOD ALL THE PROVISIONS OF THIS NOTE, INCLUDING THE
VARIABLE INTEREST RATE PROVISIONS. BORROWER AGREES TO THE
TERMS OF THE NOTE.

BORROWER ACKNOWLEDGES RECEIPT OF A COMPLETED COPY
OF THIS PROMISSORY NOTE.

BORROWER:' LYNNWOOD UTIL CORPORATION

BY: L) yi
/ ﬂgr R@/esident

F.\DABVohn Ring\lynnwood hine of credit 03-05.doc
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